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KEY ECONOMIC INDICATORS 


Cc 
A B % Change D 
1975 1976 A&B 1977 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices (March Yr) 9330.2 10715.5 +14.8 12515** 
GNP at Constant (1965-66) prices (Mar Yr) 5086.1 5182.5 +1.9 5190* 
Per Capita GNP, Current Prices (Mar Yr) 3307.2 3243.9 71.9 4010.4 
Indices: 
Industrial Production 
(1965-66=1000) (March Yr) 1639 1642 +0.2 1645* 
Average Labor Productivity (1) (1) 
(1965-66=1000) (Mar Yr) 1138 1151 +1.14 1160* 
Average Weekiy Wage Rate 
(1974=1000) (Sept Yr) 1100 1252 +13.8 1446** 
Personal Income (March Yr) 8334 9572 +14.7 10500** (4) 
Labor Force (000's) (April) 1207.7 1222 +1.18 1206.8 
Average Unemployment Rate (000) (Dec) 5.7 5.3 -7.0 6.0* 
MONEY AND PRICES 
Money Supply (March Yr) (M1) 1331.9 1596.0 +19.8 1689.6 
Public Debt Outstanding (Mar Yr) 4199.7 5558.0 +32.3 6289.3 
External Debt (March Yr) 862.8 1463.2 +69.5 1826.7 
Domestic Debt (March Yr) 3336.9 4094.7 +22.7 4462.6 (1) 
External Debt Service Ratio#(March Yr) 2.5 30k +24.0 i 
Average Commercial Bank Overdraft Rate 
(September Yr) (2) 6.0 76a +20.0 8.0* 
Indices: 
Retail Sales (Mar Yr) (Dec Qtr 1974=1000)**958 928 -3.2 900.0* 
Wholesale Prices (Mar Yr) (1957-58=1000) 2261 2810 +24.2 2900.0* 
Consumer Prices (Dec Qtr 1974=1000) 
(March Yr) 1137 1319 +16.0 1500.0* 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves (December 
Year) 542.8 674.2 +24.2 645.5* 
Balance of Payments (Current Account Bal) 
(March Yr) (DEFICIT) -992.6 -814.5 -18.0 -590.5 
Balance of Trade (March Yr) -674.1 -394.3 -41.6 +42.8 
Exports (FOB) (March Yr) 1608.4 2066.9 +28.5 3004.6 
US Share (March Yr) 200.6 218.5 +8.9 338.0 
Imports (CIF) (March Yr) 2789.0 2798.3 +0.03 3327.3 
US Share (March Yr) 357.9 386.2 +7.9 478.1 


#Does not include amortization. *Embassy estimate. ** NZ Institute of Economic 

Research estimate. *** Base has been revised since last Economic Trends Report. 

(1) Revised (2) The requirement that banks keep their average overdraft rate to 
a specified maximum rate was abolished on March 2, 1976. 





SUMMARY 


The two major features of New Zealand's economy in 1977 are its 
continued unsustainably large balance of payments deficit and its 
continued high rate of inflation. High export receipts have only 
partially reduced the current account deficit. Wage and price 
controls and other measures have so far only had limited effect in 
reducing inflation. As part of its effort to restructure the economy, 
the Government has emphasized expansion of exports and reduction of 
domestic demand. Reduced access for New Zealand's pastoral exports 
to some important traditional markets is a cause of continuing concern. 
Efforts to develop new markets for these exports are showing some 
results. The growth of manufactured and forest products and emphasis 
on investment in export industries continue. The demand for United 
States exports of products related to investment in these areas 
should continue fairly strong. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Increased Export Receipts Reduce the Current Account Deficit 


Export volume over the next year is expected to remain roughly 
constant, but prices will show a further modest increase. Revenues 
from exports of meat and dairy products will probably decline, 
mainly due to lower beef production, while an anticipated decline in 
world wool prices and a volume decline estimated at 10% may cost the 
country as much as $100 million in overseas earnings. Exports of 
forest products and manufactured goods continue to increase both in 
dollar terms and as a percentage of total export revenues. In the 
year ended May 1977, they represented 23% of total export earnings, 
compared with 18% for the year ended May 1976. Growing import 
restrictions in Australia are expected to contribute to a slower rate 
of growth for these categories in the coming year. 


Imports are holding steady by volume but increasing rapidly by 

price, with the value of import payments having risen in the last 

year by over 20%. A 14% increase for the next 12 months is expected. 
On balance, a slight worsening of the terms of trade is anticipated 
over the next year, and the New Zealand Institute of Economic 

Research (NZIER) foresees a balance of payments deficit of $965 million 
for the year ending March 1978. 


In the Budget presented by the Prime Minister July 21, an expansion 
in the Government's export incentive programs, improvements in its 
export financing arrangements and a series of fiscal and other aids 
for the manufacturing sector were announced. The Government has 
given top priority to export expansion in both the primary products 
and manufactured goods sectors. 


The Uncertain Future for Lamb and Dairy Exports Causes Concern 


Following the entry of the United Kingdom into the EEC in 1973 
there have been significant changes in UK-NZ trade. Over the 
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past three years, New Zealand has progressively phased out its 
historic lower "British Preferences" tariff on all imports from the 
United Kingdom except automotive vehicles. 


The United Kingdom on the other hand, under an EEC protocol, established 
a declining annual quota - at a set price - on butter imports from New 
Zealand. In 1976, with large butter stocks, the EEC agreed to an 18% 
increase in the price (to compensate for increased production and 
shipping costs) and to extend the quota on a declining basis to 1980. 
In exchange for this, New Zealand agreed to reduce butter exports by 
25,000 MT's exporting 114,734 MT's in 1976. In 1976 the United Kingdom 
accounted for 72% of New Zealand's butter export receipts. The quota 
for 1978 is 125,000 MT's, 1979 120,000 MT's and 1980 115,000 MT's. 

New Zealand has been anxious to get a further increase in the price 

of butter exported to the United Kingdom. Cost increases since the 
last price adjustment are calculated at about 24%. 


The declining quota (down to 15,240 MT's in 1977) for New Zealand 
cheese exports to the Community is due to phase out December 31 1977. 
New Zealand has also been pressing the EEC for an extension of the 
quota beyond that date as well as a price increase. New Zealand 
estimates the production and shipping costs to have risen 28%. A 
decision by the EEC is still pending. 


There is increasing resistance among the dairy producers in the United 
Kingdom and other EEC countries to extension of New Zealand's special 
status as a dairy product exporter to the UK. New Zealand dairy 
circles, on the other hand, though they have pressed for market 
diversification stress the continued great dependence on the important 
UK market for New Zealand's butter and cheese exports for an indefinite 
period. 


The duty on New Zealand lamb exports to the United Kingdom rose to a 
full 20% on July 1, 1977. (Before 1973 they had been duty free.) 
Efforts to develop other markets have resulted in notably increased 
exports to other countries than the United Kingdom, but New Zealand 
meat exporters,also aware of the continued importance of the large 
UK market, have been concerned that the EEC might restrict lamb 
imports. The New Zealand Government is actively attempting to head 
off any such action. Beef exports also continue to face import 
restrictions, especially in the EEC countries and Japan. Exports to 
the United States, New Zealand's most important customer, are limited 
by a voluntary restraint agreement. The USSR will rank second in 
purchases of New Zealand beef during 1977. 


A High Rate of Inflation Persists Despite Government Measures 


One of the primary aims of the National Party Government has been 

to reduce the high rate of inflation. The Government budgetary deficit 
has been reduced drastically by large cuts in spending while revenue 
has increased (mostly through higher direct tax payments, estimated 

to be over 25% of private income in the year ending March 1977). 


San 


Restricted credit has reduced consumer demand. Interest rates have 
been allowed to climb. Some sales taxes have been increased. Wages 
and price/rent freezes were imposed to restrict inflationary pressures. 


But several large subsidies on important consumer items such as milk, 
bread and eggs and on government services such as postal services, 
telephone, electricity, rail passenger fares, etc. effectively 
neutralized steps to reduce the high rate of increase in the Consumer 
Price Index (CPI). Import price increases have also exerted upward 
pressure on the CPI. After three consecutive quarters of decline in 
the rate of the CPI increase, (down to 2.8% in the March 1977 quarter), 
the rate for the June quarter took a large jump to 4.8% (brought about 
in part by the expiration of the price freeze), making the annual rate 
for the June year still an unsustainably high 14%. There now appears 
little hope it will go below 10% for 1977. The NZIER forecasts 15% 
for the year ending March 1978. 


Continued Strong Consumer Spending Sustains a High Level of Economic 
Activity 


Partly because of the anticipation of higher prices but more 
importantly because of increased earnings (up 15.5% in the year 
ending March 1977), personal consumption expenditure increased 15% 
in the year ending March 1977. (New car sales, however, were down 
appreciably and private building construction was down slightly, 
and has fallen further since March.) This increase in consumer 
expenditures was approximately matched by a corresponding rise in 
prices; the volume of consumption, according to NZIER, may have 
actually declined slightly in the year ending March 1977. 


There are signs that the increase in consumer spending may taper 

off. NZIER estimates that increases in direct taxes and retained 
company profits in the March 1977 year accounted for a larger share 

of private income increases, resulting in an actual decline of 

nearly two percent in real personal disposable income. In the 

March 1978 year, with an increase of 15% in the CPI and the increase 

in disposable personal income down to 13.5%, consumption spending is 
forecast to increase only 14.5% which means a further slight decrease 
in the volume of consumption. Real GNP is forecast to show no increase 
in the year ending March 1978. 





Government Moves to Reduce Consumption and Investment But Increase 
Exports 


New Zealand's high ratio of imports/exports to GNP means changes in 
its international trading positon impact strongly on its overall 
economic situation. It is estimated that of each dollar spent on 
consumption 20% is imported. Despite record high export receipts, 
the greatly increased import costs, especially for petroleum products 
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(and the resultant increased costs for such important services as 
shipping), have contributed importantly to creating a structural 
imbalance in the economy. There appears little immediate or short 
term prospect that New Zealand's terms of trade will return to the 
level of 1972-73. As a consequence the Government has determined 
that New Zealand must reduce its overall consumption to a level more 
closely related to its foreign exchange earnings. At the same time, 
to strengthen New Zealand's international position, the Government 
has aimed at encouraging greater agricultural and manufactured 
exports, especially to newer markets such as the Middle East 
Latin America, and also to areas such as Eastern Europe and the USSR. 
Incentives to New Zealand exporters to expand these new markets have 
been increased while several measures have discouraged investment or 
expanded production for domestic consumption. The Government has 
also moved to reduce immigration, and there is now significant net 
emigration. Though this has sparked growing criticism, including 
allegations by spokesmen of the manufacturing sector that there is 

a serious drain of trained and experienced technical workers, the 
Government has given no indication so far that it intends to 
significantly relax this policy. It clearly has had the effect of 
helping to hold down unemployment (which has remained in the 1% 
range) and consumer spending, especially for new housing construction. 


The Government has aimed at assuring that the burden of adjustment 
to a lower standard of living be shared as equitably as possible by 
all sectors of the economy. This has been a difficult task. Though 
holding down wage and salary increases to reduce upward pressure on 
the CPI has been an important part of its strategy, wage earnings 
have climbed significantly. To prevent an even greater increase, 
the Government extended to August 14 the wage freeze that was to 
have ended May 14. Thereafter, closely-monitored "free" wage 
bargaining will be reinstated. 


The new housing construction target has been set at 26,000, down 
significantly below the approximate 31,000 units for 1976. The 
Government asserts this is possible because of reduced demand due 
to net emigration. 


Public Sector Spending Expected to Continue at a Reduced Level 


The reduction in the public sector deficit to $500 million in the 
fiscal year ending March 1977 has been heralded as a significant 
achievement. This was some $300 million below the deficit budgeted. 
The larger-than-expected direct-tax inflow contributed significantly 
to this reduction. It is doubtful that any additional reduction of 
this magnitude can be made in the near future. 


The Government Budget announced July 21, and covering the fiscal 
year from April 1977 to March 1978, reinforced the objectives of 
providing minimum relief to hard-pressed groups while holding down 
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domestic consumption, and increasing barriers to import. 


On the domestic side, measures introduced include several aimed at 
lowering the tax burden of low-income families, especially those with 
small children, measures to ease the financial burden of home-buying; 
increased taxes on beer, spirits and tobacco; moves toward a more 
competitive interest-rate system; introduction of inflation-indexed 
savings bonds; increases in postal charges; moves to encourage the use 
of indigenous energy resources; a new scheme to assist in the financing 
of new fishing boats, especially those built in New Zealand shipyards; 
measures to replace aging buses and suburban railway carriages; 
grants for the updating of meat hygiene standards in freezing works 
and co-ops; and many others. 


Expansion and simplification of the already-generous export incentives 
was promised on the external side, as were provision of 100% guarantee 
to trading banks lending for export anda battery of measures to 

aid manufacturers, especially those engaged in export. 


The Budget deficit is forecast at $382 million, down from $506 million 
in the year just ended, and new Government expenditure is seen as 
rising by 18.8% to $5,350 million. 


Natural Gas and Fisheries Development and Oil Exploration - 
a Long Term Hope 


A large off-shore natural gas field is being developed. When it comes 
into production in about two years, it will boost New Zealand's 
domestic energy resources significantly and help reduce the large 
expenditures (estimated to exceed $500 million in 1978) on imported 
petroleum and petroleum products. 


Though most petroleum exploration has ceased pending the announcement 
of the new government policy on taxing petroleum production, one 
exploration company is continuing operations in what is described 

as a very promising area off New Zealand's shores. Should petroleum 
be found, though actual production might not be realized for a number 
of years, this would greatly enhance New Zealand's longer term 
economic outlook. 


Another resource with a considerable prospect for profitable controlled 
exploitation is fisheries. New Zealand has already introduced legislation 
to declare a 200-mile economic zone; this will likely come into effect 

in 1977. Countries such as the USSR and Japan have declared their 
interest in working jointly with New Zealand in developing exploitation. 
Considerable attention is being given by the Government to preparing for 
development of this resource. Significant financial assistance is 
offered in the Budget for purchase of fishing vessels, especially those 
built in local shipyards. 





Implications for the United States 


The efforts of the Government to reduce economic activity and 
consumption and discourage investment except for export have had 
some effect on curbing demand for a variety of imports, including 
some of which the United States might be a supplier. However, 
those New Zealand industries which are in a position to expand 
exports, especially as these use local materials, still represent 

a potential market for plant and machinery as well as for materials 
for production. Industries exporting forest products and processed 
foods or other agricultural (pastoral) products would fall in this 
category. Industries using and/or distributing natural gas or coal 
might offer targets for United States exports. The transport 
industry as well as the power generation and distribution industry 
(and possibly eventually petroleum production) all offer a potential 
for United States exports to New Zealand. 


New Zealand traditionally imports artificial fibers and fabrics, 
synthetic rubber and rubber products, refined petroleum products, 
other organic and inorganic chemicals including plastics, chemical 
fertilizers, insecticides, fungicides, medical and pharmaceutical 
products. Fruits (during the New Zealand winter) and tobacco find 
a good market in New Zealand, as well as edible oils for margarine 
manufacture. 


The fisheries industry offers considerable opportunity for a variety 


of plant, equipment and materials for catching, processing and 
exporting. 


Other principal exporters to New Zealand have become increasingly 
keen to maintain and increase the value of their exports. However 
the United States has by-and-large been holding its overall share 

of the market. United States exporters are in a good position to 
compete effectively on price, delivery time, product quality and 
servicing, especially in products employing high technology. United 
States' products are generally well regarded by New Zealand 
industrialists and consumers alike. There is an increasing interest 
among New Zealand firms in arrangements for manufacture or processing 
in New Zealand of United States' products under license. Though 

New Zealand does not normally seek foreign investment proposals, 
those which are clearly in New Zealand's interest within specifically 
defined criteria are welcome. 








